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} Exchange rate crisis

" Pages 2, 3, 13

US threatens air
strikes if Serbs
contmue advance

to step up pressure
: on Boshian Serhbs to

4 halt their military
advance by presenting
to a Nato conference
'+ in Brussels plans for

; tougher military action,
including the use of
B air strikes. Bosnian
| president Alija Izetbeg-
ovic (left) has threatened
to pull cut of peace
talks in Geneva if fighting continues. Page 14

US warns of peace talks delay: US secretary
of state Warren Christopher blamed the violence
in southern Lebanon on fzilure to make progress
in the Middle East peace talks. Page 4

Japan’s political strains: Splits are showing
in Japan's prospective seven-party coalition, with
members arguing over appointments to a cabinet
expected to be installed this week. Page 14

Weir Group, Glasgow-based engineering
company, is buying a package of UK, US and
Australian engineering businesses for £16m
(323.8m). Page 20

Carmawdmetalbox, Anglo-French packaging
group, sald first-half net profits would fall because
of adverse exchange rates and difficult magket
conditions. Page 15

Motorola completed the first round of financing
for the launch of 66 telecommunications satellites
to create the world’s first giobal mobile telephone
service. Page 15

US steelworkers offered board places:
Half the 100,000 steelworkers in the US will have
representatives on company boards in return

for changed working practices if deals with Bethle-
hem Steel and National Steel are ratified. Page 4

Japan’s car sales drop: New car sales in
Japan ip July fell 10.8 per cent From those of a
year earlier, while sales of imported vehicies
were down 11.2 per cent, reflecting a lack of con-
sumer confidence. Page 5

Power stations fo burn ‘filthiest fuel’:

The UK's Pollution Inspectorate is to allow power
stations in Merseyside and Kent to burn orimulsion,
a mixture of bitumen and water, which has been
dencunced as “the world's flthiest fuel”. Page 6

US growth heid backs The pace of US economic
activity quickened slightly in July, according

to the Purchasing Managers' Index, but recessions
abroad continued to take a toll on US exports.

Page 14

Abhbey Nationat, UK home loans and banking
group, reported an 11 per cent rise in half-year
pre-tax profits to £30im, against £270m in the
same peried last year, but its continental Eurcpe
operations sustained an £85m loss. Page 17; Lex.,
Page 14

Housing market b_rlghhens: Borrowing by
UK house-buyers is picking up and house prices
are continuing their slow rise, according to two
reports. Page 6

BT censured over cheap 1_::!15: British
Telecommunications was told its offer of cheap
long-distance calls on Sundays for a imited period
was discriminatory to competitors and must not
be repeated. Page 6

BBA to focus on core businesses:
Engineering group BBA reported first-half profits
before tax and exceptional ftems of £33.1m, up
from £32.9m in the same period of 1992 The group
is to focus on core businesses. Page 17

Moslems sentenced to death: A speclal
court in Algeria sentenced seven Moslem funda-
mentalists Lo death for derailing a frain and killing
two railwerkers. Two other men were acquitted.

Eight kilfed on Mont Blane: An avalanche
o the Italizn side of Mont Blanc killed eight
climbers from Italy. Germany and France.

20 die in mudslides: Twenhty people died
and eight were missing after heavy rain caused
mudslides in Jarge areas of southern Japan.

Guildhall may be hiding palace:
Archaenlogists working at the Guildhall in Lon-
don's business district betieve the remains of

a Saxon palace may lie beneath it.

Chocolate pandas for China: Cadbury

Schweppes is to build a joint venture plant near
Beijing to produce 5,000 tonnes of confectionery
products - including choeolate pandas. Page 15
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W Does Maastricht
matter any more?

« Kill ox cure
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¢ Market reforms sicken
German drug makers

| Giving the customers
* what they want
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Waigel says Maastricht still on course as Schlesinger refuses to cut interest rates

EC governments
strive to contain

ERM differences

By Andrew Fisher in BonnJohn
Ridding in Paris and Lionel
Barber n Brussels

EURQPEAN Community
governments struggled to sup-
press their economic and mone-
tary disagreements yesterday
after allowing their currencies to
fluctuate widely in an bid to pre-
serve a semblance of exchange
rate co-operatign.

France and Germany led a cho-
rus of governments insisting that
the agreement by EC finance
ministers early yesterday to
reform the rules of the Communi-
t¥’s tattered exchange rate mech-
anism would not derzil plans for
economic and monetary uniorn.

Mr Theo Waigel. German
finance minister, said the next
stage of Eurppean mopetary
union would start on schedule
next January in spite of the deci-
sion to create new fluctuation
margins of 13 per cent for the
eight ERM currencies.

“Germany is sticking to Maas-
tricht,” he said at a joint press
conference with Mr Helmut

Pages 2-3

00 Bands produce harmony
0 Balladur blames Germany
O Bundesbank wins time

Maastricht ratified, Page 6;
School of hard knocks, Page
13; Editorial comment. Page
13; Lex, Page 14; Capftal
markets, Page 18

Schlesinger, Bundesbank presi-
dent. “The European Monetary
System is a central building
block of this.”

But as the French franc and
several other currencies came
under sustained pressure within
their newly widened ERM bapds,
tensions remained evident
between France and Germany
over interest rate policy. Mr
Schlesinger again refused to bow
to public pressure from Ger-
many’s EC parmers for an early
cut in German rates and reiterat-
ing his scepticism over progress
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towards Emu.

Officials in Brussels and other
capitals conceded that yester-
day's compromlise in Brussels
had locsened the constraints of
the EMS t¢ a point not far short
of allowing all EC curencies {o
float. “It is marginally batter
than floating,” said ene Brussels
official.

Adding to the impression of
disarray, the [ounding fathers of
the EMS, former French presi-
dent Valery Giscard d'Estaing
and former West German chan-
cellor Helmut Schmidt issued a
joint statement saying the agree-
ment was tantamount to sus-
pending the EMS. “This solution
may offer some practical advan-
tage only if it remains an adjust-
ment phase of limited duration.”
the statement said.

In Paris, Mr Edouard Balladur,
the French prime minister,
explicitly blamed high German
interest rates for the crisis that
ended the strong link between
the French franc and the D-Mark.
But he put a brave face on the
weekend compromise, saying it

Bank of France governor Jacques

had prevented a devaluation of
the franc ahd ensured the sur-
vival of the ERM. “The European
Monetary System remains in
working order with a consider-
able loosening, but its -founding
principles remain in effect,” Mr
Balladur said.

The prime minister said he had
favoured a temporary withdrawal
ol the D-Mark to ease the strains
on the cwrrency system, but had
agreed to a widening of the fluc-
tuation bands to preserve the
process of European integration.

de Larositre (left), nimemimx‘terl!douardnalladm'(cmte)and
finance minister Edmond Alphandéry blamed high German interest rates for the carrency crisis

By contrast, Mr Waigel said there
had been no suggestion at the EC
meeting that Germany should
leave the EMS.

At his Boon press conference,
Mr Waigel gave a strong hint
that he expected further imterest
rate cuts from the Bundeshank
after the results achieved in
Brussels. “With these decisions,
the Bundesbank can coutinue its
policy of step-by-step interest
reductions without pressure from
outside,” he said.

However, Mr Schlesinger, who

said the Bundeshank had had to
cope with speculative inflows of
some DMsObn m July - nearly
haif of this last Friday as the
French franc came under
renewed pressure - said he could
ffomstwhstthebankmgh:‘
Casting doubis on progress
towards Emn, he said: “We have
to consider to what exient con-
vergence exists in the EMS. As
far as Germany is concerned, it

Coutinned on Page 14

Franc and krone under pressure

By Peter Marsh and James Blitz
in London

THE French franc and the
Danish krone came under strong
selling pressure yesterday, cast-
ing doubt about how quickly the
relaxation of the Eurepean
exchange rate mechanism would
allow these countries to reduce
interest rates.

The stretching of both curren-
cies’ lower limits in the ERM
encouraged investors Lo test how
far they could push down the
value of these curreticies against
the D-Mark.

Al one stage yvesterday, the
franc was being sold 3.4 per cent
below its former ERM floor
against the D-Mark. while the
krone initially fell more than &
per cent.

Both currencies Iater recovered
some of the lest zround. but deal-
ers said this had only ocewrred
because Denmark had raised a

Major says timetable for
monetary union unrealistic

By David Owen in Lomndon

THE MAASTRICHT timetable for
European monetary union was
now “totally unrealistic™ Mr
John Major, UK prime minister,
sald yesterday. as he claimed
that the emergency steps taken
to salvage the exchange rate
mechanism vindicated bis deci-
sion to suspend sterling’s mem-
bership last September,

As pgovernment lovalists and
Euro-sceptics alike sought to
draw comfort from the day's
events, which also saw Britain
become the eleventh European
Communrity state to ratify the
Maastricht treaty on European
unity, Mr Major said he hoped
the decision ta allow wider Huc-
tuation of currencies within the
ERM would promote economic
recovery in Europe.

In the tmetable, if a com-
mencement date for stage three
of monetary union bas not been
set by the end of 1997, then EMU
must in any case go ahead by
1995,

in a remark later played down
by Downing Street. he appeared
to hold out the prospect that the
changes could herald lower
domestic interest rates,
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There remained “no prospect”
of Britain returning to the ERM
“in the near future”, he said. The
government would continue to
set monetary policy by “what's
right for the United Kingdom".

But as senior ministers trum-
peted the message that recent
developments justified the gov-
ernment’'s European policy. their
thunder was partly stolen by Mr
Norman Lamont, the former
chancellor of the exchequer, who
predicted that there would now
be no single European cizrency
and described Maastricht as "a
bit of a fossil™,

Canservative party Euro-
sceptics, meanwhile, pointed to
the “supreme irony" of Britain
ratifying Maastricht on the day
the ERM collapsed.

Downing Street empbasised
that “relative currency stability”
remained a desirable pbjective
and looked ahead to a process of
examining why the old system
had not worked and how existing
fault-lines could he eradicated.

1t pinned the blame for the sys-
tem’s difficuities squarely on the
strains resulting from German
reunification. It indicated that an
autumn summit of member
states to discuss possible solu-
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tions was likely.

In his forthright reaction to the
decision to create a 15 per cent
fluctuation band ior all ERM cur-
rencies except the D-mark and
the guilder. Mr Lamont said:
“This does mean the end of a
single cwrrency. the end of mone-
tary union in Europe. This makes
the Maastricht treaty redun-
dant.” It was “extraordinary that
we have spent so much time con-
structing this artificial ereation
and. frankly, it has Zone out of
the window”. He added: "Maas-
tricht 15 now truly dead. There
will be no single currency and we
should not attempt o create one
again. it was alwavs an artificial
creation.”

Mr Kenneth Clarke, the chan-
rellor of the exchequer, spoke of
“a good 24 hours for Europe™ as
he stressed the need for co-opera-
tion rather than “beggar-my-
neighbour™ devaluations among
EC partners. The systemn was
now proceeding “on more prag-
matic lines," he said. Britain
would “follow our own dowmestic
auidelines about determin-
iny¥ ... interest rate levels in the
light of British needs.™

Maastricht ratifled, Page §
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key borrowing rate to 23 per cent
while France left its official inter-
est rates unchanged.

In further developments aris-
ing from the decision early ves-
terday to make the ERM more
flexible by widening its fluctua-
Hon bands, , Denimarl;,
and Belgium all indicated their
reservations about giving all ctir-
rencies except the Dutch guilder
a 15 per cent margin of move
ment around the D-Mark. This
replaced existing bands of 6 per
cent or 225 per cent.

As the Belgian franc, Spanish
peseta and Portuguese escudo
also lost ground against the
D-Mark, the German currency
and the Bundeshank emerged as
the main beneficiaries of the

agreement bdammered out n

Brussels to revamp the ERM to
increase confidence n it by inter-
national investors.

The accord reduces the obliga-
tions on the Bundeshank to buy
weak cwrrencles in costly ipter-
vention operations. Also, the cen-
tral benk has been spared having
tnmmpromwe:tsrecordonmon—

The introduction of exiremely
wide currency bands has been
Interpreted as essentially allow-
ing the system’s currencies to
foat while preserving the appear-
ance of a managed- exchange-rate
system.

Foreign exchange trading was

uneven as investors weighed up

of crisis talks by Furopean Com-
munity finince ministers after
the substantial selling at the end
of last week of the fragile ERM
cirrencies,

The boosted the
D-Mark, which ap reciated
strongly against the
2% pfennigs on the day wclose
in London at DM1.7155, as dealers
took the view that was

unlikely to cut interest rates in
the near future. In early US trad-
ing, the weaker dolar was also
trading at a post-war low against
the yen of Y104.05.

Sterling, which had risen

Continped on Page 14
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enerations of investors have found that good
Scottish invesiment husbandry has consistently
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Murray Johnstone has been managing private
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THE ERM: PICKING UP THE PIECES

tral parity grid had to be pre-

dent monetary policy.

Interest rates is therefore compelling.

to Europe
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How ministers agreed {0  Europe's monetary policy dilemmas |
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By Lionel Barber in Brussels with Luxembourg, Belgium i = o W ’ ) ' r . 1
and then Denmark indicating 85 -- - - 3 ARSI F K _!! H‘I
IT WAS Mr Karlheinz von den  that they, too, wanted to leave. : o . it P SRR C Q.g i
Driesch. the amiable, grey- “Suddenly we were looking at #r” o SO U Aty 1o
bearded spokesman for the France sitting all alone in the 80 - - - - - = L. Lait e . Uk
Cerman finance ministry, who ERM with Spain and Portu- [@ mwnwwmmmofm bani | ¥ S .
first broke the news. gal,” said one source. e — - s L R i ' ) -
Stepping into the foyer of the At this point. news came s _ _ e TSR 7
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way through a wall of televi shified to a widening of the ez e o1 Aug e 89 91 Aug 1987 80 91 Aug i 8 01 Aw W7 @ % oga e 8 : ‘m&ﬂ:‘cﬂm b i
sion cameras and frantic fluctuation bands, wit r- Fesearen: Ewan MacDonald = at yastardayi close’ - — . : S 7
reporters, to whisper five many calling for France to Saurce: FT Calculationa N . N
words to a familiar German shift from its narrow 2.25 per ,
journalist: “Wide fluctuation cent margin to 6 per cent. .o
bands for everyone.” According to a European -
At Li5am - just 15 minutes monetary official. the Germans Welco I I l e I I e x lblllt O 0 e Sl I l I 1‘ 1t
before the Tokyo financial sweetened their 6 per cent offer , )
markets ht;pened - the world wi']ith an implicit cut in , _
learned that Buropean Commu- short-term interest rates - a -d
alty finance ministers had, mise which had added cred- :
sy foanee miisies bad, i s il ol § e in the new system promises to be more complicated, writes Edward Balls
pean exchangze rate mecha- in%er'hB%ldesta‘lpL;gresideg_t. _
nism. and Mr Hans Tietmever, his . ) .
ministeri i -desig- i inflexi- gium and Denmark, which effectively merely be a new. and maybe did not cut rates yesterday, even Sterling’s appreciation of recent
a :‘etr‘:ese. at m bt::;lmp%::rs- g:g:tge;n:r&::::: ﬁstfem F gifiti:sl:Lﬂll? s%amstﬁ:a:g vL:fs?on glesn-uyed the ERM last Friday, wasli equally tu?:ﬁlent. period of effec- thm_:gh. the markets were previously months bas not completely removed
struggle involving almost 60 However, French officials of the exchange rate mecha- beliefin the markets that these econo- tively floating, rather than effectively selling the franc because Fremch the gains made since iast Sepbember. -
officials from 12 member tumed down the offer on the nism, which Europe’s leaders effec- mies could net sustain Germany's fixed, exchange rates. interest rates were too high. But Pritain's effective rate,
states. inchiding central bank grounds that it would have lively abandoned last the wet_ak_end. hlghratgs. The hard ERM's eoll_apse. and the A second reason for concern is that mxslad for the the UK's
governors and members of the amounted to a devaluation had one great advantage: simplicity. _ The right-hand chart above shows publicly expressed desire of leading the ERM's new flexibility might lead rapid wage inflation in the late 1980,
European Commission. [t led which again would have put Europe's new dirty floating regime  just how d:stom_ed the structure of governments to keep to the timetahle to complaints about “competitive has aqtual]y appreciated by 16 per
to a solution which, in the France in a “second tier" with may, at last. be about to defiver cuts European real interest rates had of the Maastricht treaty and thus devaluations™ of the sort that France cent 1967 - a marked loss.of
words of Mr Wim Kok. Dutch Spain and Portugal. France in interest rates that France and most become. Germany, battling with a per-  refurn to narrow ERM bands by the has accused Britain, in particular, of competitiveness. . AT
finance minister, is “the worst  also turned down an offer of a  of its other ERM partners desperately sistent public sector infiation prob- engaging in over the past nine - ) _ .
but one solution”. 10 per cent fluctuation band. need . . lem, needs higher rates than low L t k d:. months. This worry would be exacer- ut it is German industry which -

Each state had its own “bot- “They did not want the margin _But, after one day of practice with  inflation countries like France. But LAST WEEKCDA § bated if interest rates cuts and stands to lose the most from a
tom line™; each had a de facto Lo be tested,” said one official the new “flexible ERM™, it is already measured by inflation-adjusted real d 1 d d t 1 e rate depreciation occurred sizeabie fall in the value of the
veto on the outcome of the cri-  present at the talks. apparent that life will continue to be interest rates this monetary squeeze ca 1d Not SOiv in a relatively tnco-ordinated fashion. - French' franc over the next few
sis talks which began on Satur- Then the French counter-at- economically complicated. as well as  was doubly severe. o th e pr Obl ems -nght thase.woms about comupeti- manths. . -
day afternoon with a seven- tacked. In one tense quadrilaé- politically difficult, for Europe's The result is that countries in the P tive devaluations make sense? The _ The chart shows that the inﬂadon- o ] ..
hour session of the secretive eral meeting between Ger- finance ministers. “soft core” of the loose ERM - Bel- that German charts above show the Financial - adjusted D-Mavk has already appreci- - ¢
EC monetary committee. many., France, and the Part of the new challenge of life gium, Denmark and France - bave v ; Times’s measure of price compelitive- ated by 5 per cent since Iast Seplem-

That meeting produced only  Netherlands chaired by Bel- after the hard ERM is technical: until real interest rates which are twice as unlficatlon haS ness in Europe, based on nominal ber. And the logic of the Bundes- : .
the barest agreement on princi-  gium in its role as president of last weekend, those Buropean coun- high as those in Germany. . effective exchange rates which are bank’'s high inlerest rate policy, the - _
ples: that the ERM and its cen- the EC, the Dutch came under tries with narrow ERM bands had no The economic case for substantial bequeathed then weighted by European trade - German ment's fiscal i

“tremendous” pressure to effective power to pursue an indepen- cuts in French, Belgian and Danish shares gdmsted for relative pro- and tge soﬁmmq ofmtht;e ERM, all !
ducer price inflaticn rates. point to a further rise CIOTEncy. ;

break their link with the Ger-

served. There was no
agreement on how this goal mans; but Mr Kok and Mr Wit Now, with the freedom to appreci- The depressed state of their econo- : D
was to be achieved. according Duisenberg. Dutch ceniral ate and depreciate by as much as 15 mjes. low levels of inflation and fall- France has already made substantial  will -be able to live with the diff-
to an official, bapk governor and front-run- per cent either side of the old parities, ing producer prices alf suggest that beginning of next year. make the gains in competitiveness over thepast erential movements in interest rates
The main difficulty centred ner to head the putative Euro- national ceniral banks have much the inflation risk from depreciation monetary choices more complicated.  six and shifts in -exchangs rate competi-
on France's absolute refusal t0  pean central bank, refused to more discretion to cut interest rates can be ignored for now. For if the French government is to Yesterday’s 3 per cent franc depreci- = tivepess .that the new soft ERM
countenance a devaluation of buckle. below the Bundesbank's. The UK, for In any case. the British experience avoid the charge that it has broken its aifon only goes part of the way 0 implies conld prove to be an equally
the franc, and Germany’s abso- Mr Jacques Delors, European example, has lowered interest rates of the past few months suggests that, promise not to devalue and recapture ing the losses that France has  severe test of their ability to put
lute insistance that the Bund- Commission president. also once the markets become used to the the anti-inflationary credibility that suffered since stetling and the Italian  collective concerns above natiomal
esbank could not be expected weighed in on behalf of the tries but would still have managed to  Hoating rate and convineed that lower lira left the ERM last September. But T L i -
to offer unlimited intervention Germans leaving the ERM and remain within the system’s new and  interest rates are delivering economic seek a return to parrow ERM bands if the fronc for? pelicy 'was abeut: = Thal Mr Thes Waigel. the German
- not least because of the risk declaring that he was opposed gaping bands. recovery. the exchange rate is at least as soon as possible But the further improving Fremch price competitive-. finanece minister, used a:press: comfer- ‘
of bloating its money supply to a general flotation of curren- This new freedom should bring wel-  as likely to go up as to fall further. France cuts interest rates, the longer mness, then it has already been a sue- ence yesterday to point out that
and triggering a new spiral of cies. The statement was not come relief to Europe’s troubled econ- Yet things may not be that simple. it will have to wait for the Bundes- cess. The further the franc falls, the Europe’s finance minsters and central . ..
inflation. cleared with the rest of the omies, assuming that they take For the deal early on Monday morh- bank to catch up and the further the greater the gains. bank governces bBawe agreed “not to 11 ‘
In the early afternoon ses- Commission. a senior EC offi- advantage of their bands and cut ing did not solve the economic and monetary union timetable will be The UK, by contrast, has not taken abuse monetary policy to acquire arti- : i &
sion on Sunday, Franco-Ger- cial said. interest rates. Indeed, the reason for political problems that Cerman unifi- delayed great of floating ficial competitive advantages”, is L&~
man divisions appeared The British, forced out of the the exchange pressure on France, Bel- cation has bequeathed to Europe. It That may help explain why France rates to recapture its lost oummﬂﬁve- worrying =ign of tensions fo come.
momentarily to have abated ERM last September along o L
when Mr Theo Waigel, German with the Italians, remained - e '-‘1 N
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